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Example 3. A taxpayer who acquired a
building in 1940 makes major maintenance or
repair expenditures in 1954 of a type which
must be capitalized. For these expenditures
the taxpayer may use a method of deprecia-
tion different from that used on the building
(for example, the methods referred to in
paragraph (a)(1) of this section) only if he ac-
counts for such expenditures separately from
the account which contained the original
building. In such case, the unadjusted basis
on any parts replaced shall be removed from
the asset account and shall be charged to the
appropriate depreciation reserve account. In
the alternative he may capitalize such ex-
penditures by charging them to the deprecia-
tion reserve account for the building.

(2) The application of these methods
to property which was not constructed,
reconstructed, or erected by the tax-
payer but which was acquired after De-
cember 31, 1953, may be illustrated by
the following examples:

Example 1. A taxpayer contracted in 1953 to
purchase a new machine which he acquired
in 1954 and put into first use in that year. He
may use the methods referred to in para-
graph (a)(1) of this section, in recovering the
cost of the new machine.

Example 2. A taxpayer instead of recondi-
tioning his old machine buys a ‘‘factory re-
conditioned” machine in 1954 to replace it.
He cannot apply the methods referred to in
paragraph (a)(1) of this section, to any part
of the cost of the reconditioned machine
since he is not the first user of the machine.

Example 3. In 1954, a taxpayer buys a house
for $20,000 which had been used as a personal
residence and thus had not been subject to
depreciation allowances. He makes a capital
addition of $5,000 and rents the property to
another. The taxpayer may use the methods
referred to in paragraph (a)(1) of this section,
only with respect to the $5,000 cost of the ad-
dition.

(c) Election to use methods. Subject to
the limitations set forth in paragraph
(a) of this section, the methods of com-
puting the allowance for depreciation
specified in section 167(b) (2), (3), and
(4) may be adopted without permission
and no formal election is required. In
order for a taxpayer to elect to use
these methods for any property de-
scribed in paragraph (a) of this section,
he need only compute depreciation
thereon under any of these methods for
any taxable year ending after Decem-
ber 31, 1953, in which the property may
first be depreciated by him. The elec-
tion with respect to any property shall
not be binding with respect to acquisi-
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tions of similar property in the same
year or subsequent year which are set
up in separate accounts. If a taxpayer
has filed his return for a taxable year
ending after December 31, 1953, for
which the return is required to be filed
on or before September 15, 1956, an
election to compute the depreciation
allowance under any of the methods
specified in section 167 (b) or a change
in such an election may be made in an
amended return or claim for refund
filed on or before September 15, 1956.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 7244,
37 FR 28897, Dec. 30, 1972; T.D. 8560, 59 FR
41674, Aug. 15, 1994; T.D. 8597, 60 FR 36679,
July 18, 1995]

§1.167(d)-1 Agreement as to useful life
and rates of depreciation.

After August 16, 1954, a taxpayer
may, for taxable years ending after De-
cember 31, 1953, enter into an agree-
ment with respect to the estimated
useful life, method and rate of depre-
ciation and treatment of salvage of any
property which is subject to the allow-
ance for depreciation. An application
for such agreement may be made to the
district director for the internal rev-
enue district in which the taxpayer’s
return is required to be filed. Such ap-
plication shall be filed in quadruplicate
and shall contain in such detail as may
be practical the following information:

(a) The character and location of the
property.

(b) The original cost or other basis
and date of acquisition.

(c) Proper adjustments to the basis
including depreciation accumulated to
the first taxable year to be covered by
the agreement.

(d) Estimated useful life and esti-
mated salvage value.

(e) Method and rate of depreciation.

(f) Any other facts and circumstances
pertinent to making a reasonable esti-
mate of the useful life of the property
and its salvage value.

The agreement must be in writing and
must be signed by the taxpayer and by
the district director. The agreement
must be signed in quadruplicate, and
two of the signed copies will be re-
turned to the taxpayer. The agreement
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shall set forth its effective date, the es-
timated remaining useful life, the esti-
mated salvage value, and rate and
method of depreciation of the property
and the facts and circumstances taken
into consideration in adoption of the
agreement, and shall relate only to de-
preciation allowances for such property
on and after the effective date of the
agreement. Such an agreement shall be
binding on both parties until such time
as facts and circumstances which were
not taken into account in making the
agreement are shown to exist. The
party wishing to modify or change the
agreement shall have the responsi-
bility of establishing the existence of
such facts and circumstances. Any
change in the useful life or rate speci-
fied in such agreement shall be effec-
tive only prospectively, that is, it shall
be effective beginning with the taxable
year in which notice of the intention to
change, including facts and cir-
cumstances warranting the adjustment
of useful life and rate, is sent by the
party proposing the change to the
other party and is sent by registered
mail, if such notice is mailed before
September 3, 1958, or is sent by cer-
tified mail or registered mail, if such
notice is mailed after September 2,
1958. A copy of the agreement (and any
modification thereof) shall be filed
with the taxpayer’s return for the first
taxable year which is affected by the
agreement (or any modification there-
of). A signed copy should be retained
with the permanent records of the tax-
payer. For rules relating to changes in
method of depreciation, see §1.167(e)-1
and section 446 and the regulations
thereunder.

§1.167(e)-1 Change in method.

(a) In general. (1) Any change in the
method of computing the depreciation
allowances with respect to a particular
account (other than a change in meth-
od permitted or required by reason of
the operation of former section 167(j)(2)
and §1.167(j)-3(c)) is a change in method
of accounting, and such a change will
be permitted only with the consent of
the Commissioner, except that certain
changes to the straight line method of
depreciation will be permitted without
consent as provided in former section
167(e)(1), (2), and (3). Except as provided

26 CFR Ch. | (4-1-10 Edition)

in paragraphs (c¢) and (d) of this sec-
tion, a change in method of computing
depreciation will be permitted only
with respect to all the assets contained
in a particular account as defined in
§1.167(a)-7. Any change in the percent-
age of the current straight line rate
under the declining balance method,
for example, from 200 percent of the
straight line rate to any other percent
of the straight line rate, or any change
in the interest factor used in connec-
tion with a compound interest or sink-
ing fund method, will constitute a
change in method of depreciation. Any
request for a change in method of de-
preciation shall be made in accordance
with section 446(e) and the regulations
under section 446(e). For rules covering
the use of depreciation methods by ac-
quiring corporations in the case of cer-
tain corporate acquisitions, see section
381(c)(6) and the regulations under sec-
tion 381(c)(6).

(2) Paragraphs (b), (¢), and (d) of this
section apply to property for which de-
preciation is determined under section
167 (other than under section 168, sec-
tion 1400I, section 1400L(c), under sec-
tion 168 prior to its amendment by the
Tax Reform Act of 1986 (100 Stat. 2121),
or under an additional first year depre-
ciation deduction provision (for exam-

ple, section 168(k), 1400L(b), or
1400N(d))) of the Internal Revenue
Code.

(b) Declining balance to straight line.
In the case of an account to which the
method described in section 167(b)(2) is
applicable, a taxpayer may change
without the consent of the Commis-
sioner from the declining balance
method of depreciation to the straight
line method at any time during the
useful life of the property under the
following conditions. Such a change
may not be made if a provision prohib-
iting such a change is contained in an
agreement under section 167(d). When
the change is made, the unrecovered
cost or other basis (less a reasonable
estimate for salvage) shall be recovered
through annual allowances over the es-
timated remaining useful life deter-
mined in accordance with the cir-
cumstances existing at the time. With
respect to any account, this change
will be permitted only if applied to all
the assets in the account as defined in
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